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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Rural Water bistrict No. 3
Osage County, Kansas

We have audited the accompanying financial statements of the Rural Water
District No. 3, Osage County, Kansas, as of and for the year ended Decenber 31,
2014, which comprise the Pistrict’s basic financial statements as listed in the
table of contents, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of
these financial statements in accordance with accounting principles generally
accepted in the United States of BAmerica; this includes the design,
implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error,

duditor’s Responsibility

Our responsibility is to express opinions on these financial statements
based on our audit. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the guidance in the Kansas
Municipal Audit and Accounting Guide (KMAAG). Those standards and guildance
require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The procedures selected
depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error.



Auditor’s Responsibility (Continued)

In making those risk assessments, the auditor considers internal control relevant
to the entity’s preparation and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity'’s
internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for ocur audit opinions.

Opinions

In our opinion, the financial statements referred to above present
fairly, in all material respects, the respective financial position of the
business-type activities of Rural Water District Neo. 3, Osage County, Kansas, as
of December 31, 2014, and the respective changes in financial position and, where
applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Other-Matters

The District has not presented the Management’s Discussion and Analysis
that accounting principles generally accepted in the United States of America
require to be presented to supplement the basic financial statements. Such
missing information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be
an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. Our
opinion on the basic financial statements is not affected by this missing
information,

Our audit was conducted for the purpose of forming opinions on the basic
financial statements. The accompanying supplementary information is presented for
purposes of additional analysis and is not a required part of the basic financial
statements. The information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and , in our opinion, is fairly
stated in all material respects in relation to the basic financial statements
taken as a whole,

Ly

January 27, 2015



RURAT, WATER DISTRICT NOC. 3

Osage County,

STATEMENT OF NET POSITION

December 31,

ASSETS

Assets:

Cash and cash equivalents
Accounts receivable
Interest receivable
Prepaid insurance
Inventory

Total current assets

Restricted investments:
Revenue bond covenant accounts
Long-term certificates of deposit
Note receivable

Capital assets:
Property, plant and equipment
Less: accumulated depreciation

Other Assets:

Bond issue costs net of amortization

Total assets

s 287,266
27,073

745

7,187

13,470

33b,7741
59,000
219,558
3,210
281,768

2,664,810
1,357,649

1,307,161

24,083

51,948,753

The accompanying notes are an integral part
of these financial statements.



RURAL WATER DISTRICT NC. 3
Osage County, Kansas

STATEMENT OF NET POSITION
December 31, 2014

LIABILITIES AND NET POSITION

Liabilities:
Current maturities of long-term debt
Acccounts payable
Accrued payroll
Accrued payroll taxes
Accrued interest
Other accrued expenses

Total current liabilities

Long-term liabilities:
Long-term debt, less current maturities

Net Position:
Invested in capital assets,
net of related debt
Restricted for debt service
Unrestricted

Total net position

Total liabilities and net position

8G, 000
12,889
7,032
516
2,131
233

162,801

337,143

911,101
59,000

538,708

1,508,809

$.1,948,753

The accompanying notes are an integral part
of these financial statements.




RURAL WATER DISTRICT NO. 3
Osage County, Kansas

STATEMENT OF ACTIVITIES AND

CHANGES IN NET POSITION
Year Ended December 31, 2014

Operating revenues:

Water sales $ 202,450
Debt service charges 119,657
Late charges 8,953
Miscellaneous 3,288
Total operating revenues $ 334,348

Operating expenses:

Water treatment 20,850
Depreciation and amortization 58, 503
Wages 84,269
Payroll taxes 0,715
Employee benefits 6,578
Repairs 40,146
Engineering 933
Annual water costs 10,352
Insurance 13,353
Utilities 20,718
Mileage 4,538
Office expense 1,674
Postage 3,205
Dues and subscriptions 532
Telephone 1,995
Training 1,747
Software 2,000
Legal -

Accounting 4,895
Miscellaneous 2,292
Water protection fee 1,828
Bad debts =

Total operating expenses 287,123
Operating income (forward) 3 47,225
Continued



RURAL WATER DISTRICT NO. 3
Osage County, Kansas

STATEMENT OF ACTIVITIES AND
CHANGES IN NET POSITION
{(Continued)

Year Ended December 31, 2014

Operating income (forward) s 47,225

Non-operating revenue (expense):
Interest income 3,446
Interest expense {6,667)
Extensions and contributions -
Loss on sale of equipment -

Total noneoperating income {3,221)
Income before capital contributions 44,004

Capital contributions:
Benefit units sold - net —

Change in net position 44,004
Net position, beginning of year 1,464,805
Net position, end of year 51,508,809

The accompanying notes are an integral part
of these financial statements,



RURAL WATER DISTRICT NO, 3
Osage County, Kansas

STATEMENT OF CASH FLOWS
Year Ended December 31, 2014

Cash flows from operating activities:

Receipts from customers $ 340,605
Payments to suppliers and employees 220,624
Net cash provided by operating activities 120,581

Cash flows from capital related
financing activities:

Principal payments on long-term debt 3 (85,000)
Interest paid (6,667)
Purchase of capital assets {971}
Purchase of construction in progress (11,207)

Benefit units sold
Contributions for construction -
Restricted investment purchased (2,631)

Net cash used in capital and
related financing activities {106,476)

Cash flows from investing activities:
Principal payments on note receivable 131
Interest income - CD's and note receivable 3,446
Sale of equipment -

Net cash provided by investing activities 3,577
Net increase (decrease) in
cash equivalents 17,682
Cash and cash equivalents, beginning of year 269,584
Cash and cash equivalents, end of year $_ 287,266
Continued



RURAL WATER DISTRICT NO. 3
Osage County, Kansas

STATEMENT OF CASH FLOWS
{(Continued)
Year Ended December 31, 2014

Reconciliation of operating income to net cash
provided by operating activities:
Operating income 5 47,225
Adjustment to reconcile operating income to
net cash provided by operating activities:
Depreciation and amortization 58,503

Changes in assets and liabilities:

Accounts receivable 6,386
Interest receivable 127
Prepald expenses 14
Inventory : (979)
Accounts payable 9,910
Accrued payroll (270)
Accrued payroll taxes (43)
Other accrued expenses (292)

Net cash provided by operating activities $_ 120,581

The accompanying notes are an integral part
of these financial statements.
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RURAL WATER DISTRICT NO. 3
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Pelicies

Equity and Basis of Accounting

The District was organized under Kansas law and is accounted for as an
enterprise fund using the accrual basis of accounting. The District is not
included in any other governmental “reporting entity” as defined in GASB
pronouncements, since Board members are elected by the patrons of the
District, have decision-making authority, power to designate management, the
ability to influence operations and primary accountability for fiscal
matters. The District’s purpose and objective is to acquire water and water
rights, to build and acquire pipe lines and other facilities, and to operate
the same for the purpose of furnishing water for domestic, agriculture and
for other purposes. The District provides service to patrons in Osage
County.

Statement of Cash Flows

For purposes of the statement of cash flows, the District considers all
highly liguid investment instruments purchased with an original maturity
of three months or less to be cash equivalents.

investments

Investments represent nonnegotiable certificates of deposit. The
certificates of deposit are recorded at cost because they are not
affected by market rate changes.

Restricted Investments

Restricted investments represent amounts set aside for the repayment of
the Water Utility System Revenue Bonds, Series 2012,

Accounts Receivable

Accounts receivable are carried at original invoice amount less any
estimate made for doubtful receivables based on a review of all
outstanding amounts. The District reads meters the first day of each
month or the earliest day thereafter. Payments for water service are due
by the 25th day of the month or will be subject to a 10% late charge,
Management determines the allowance for doubtful accounts by identifying
troubled accounts and by using historical experience applied to an aging
of accounts.

Management is of the opinion that no allowance for doubtful accounts is
necessary.

Inventory

Inventory consists of pipe and parts and is recorded at historical cost.
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RURAL WATER DISTRICT NO. 3
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
(Continued)

Summary of Significant Accounting Peolicies (Continued)

Capital Assets

Capital assets, which include land, meters and distribution lines,
buildings, and equipment, are shown at cost. Depreciation is computed using
the straight-line method. When assets are retired or otherwise disposed of,
the cost and related accumulated depreciation are removed from the accounts
and any resulting gain or loss is recognized in income for the period. The
cost of maintenance and repairs is charged to expense as incurred;
significant renewals and betterments are capitalized based on management’s
judgment. The District has a policy of capitalizing capital assets with a
cost greater than $ 5,000. A deduction is made for retirements resuiting
from renewals or betterments.

Other Assets

Costs associated with the issuance of bonds are being amortized using the
straight-line method over the life of the bond issue.

Capital Contributions

The sales price of benefit unit certificates is considered a contribution
to the District. Contributions by developers or patrons for extensions are
recorded as patron contributions. Both of these capital contributions are
shown on the statement of revenues, expenses and change in net assets.

Net Assets

The District’s net assets are classified as follows:

Investment in capital assets, net of related debt - This represents the
District’s +total investment in capital assets, net of accumulated

deprectiation and related debt.

Restricted for debt service - This represents resources set aside in a bond
reserve account in accordance with the bond covenant.

Unrestricted - This includes resources derived from sales and services.
These resources are used for transactions relating to providing sales and
services and general operations of the District and may be used at the
discretion of the governing board to meet current expenses for any purpose.

10



RURAL WATFR DISTRICT NO. 3
Osage County, Kansas

NOTES TCO FINANCIAL STATEMENTS
(Continued)

Summarv of Significant Accounting Policies {Continued)

Use of Estimates

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America reguires
management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Income Taxes

Rural Water District No. 3, Osage County, Kansas is a tax-exempt entity and
not subject to income taxes at either the federal or State level.

Budget
The District is not required to operate under the Kansas Budget laws.

Annual Leave

Under terms of the Dbistrict’s personnel policy, District employees are
granted annual leave in varying amounts. At year end, the District
estimates that any unpaid vacation pay is immaterial to the financial
statements taken as a whole,

Deposits and Investments

At December 31, 2013 and throughout the year ended December 31, 2014, the
District’s investments included certificates of deposit. As of December 31,
2014, the District had the following investments and related maturities:

Investment Carrying investments Maturities (in Years)
Type Value Less Than 1 1 -5 6 —~ 10 More Than 10
Certificates of
deposit $_278,558 $ - $ 278,558 S - 8 -
Credit Risk. Kansas statutes authorize the District, with certain

restrictions, to deposit or invest in temporary notes, no-fund warrants,
open accounts, time deposits, certificates of deposit, repurchase
agreements, U.S. Treasury Bills and Notes, the State of Kansas Municipal
Tnvestment Pool or to make direct investments. Statues also require the
collateral pledged to have a fair market value equal to 100 percent of the
deposits and investments, less insured amounts, and to be assigned for the
pbenefit of the District.
RURAL WATER DISTRICT NO. 3
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3

Osage County, Kansas

NCTES TC FINANCIAL STATEMENTS
(Continued)

Deposits and Investments (Continued)

Custodial Credit Risk — Deposits. 1In the case of deposits, this is the risk
+hat in the event of a bank fallure, the District’s deposits may not be
returned to it. The District does not have a formal peolicy that addresses
custodial credit risk. At December 31, 2014, the District’s deposits were
not exposed to custodial credit risk.

At December 31, 2014, the carrying amount of the District’s deposits,
including certificates of deposit, was $ 565,824 and the bank balance was
$ 564,372, of which $ 500,000 was covered by federal deposit insurance and
the balance was covered by pledged securities with an approximate market
value of $ 173,212 held by the counter party but not in the District’s name.

Total deposits and investments of the District are shown in the financial
statements as follows at December 31:

2014
Cash and cash equivalents 3 287,266
Restricted investments:
Revenue bond covenant accounts 59,000
Long-term investments 219,558
5 565,824

- Note Receivable

In 1994, the District received a note from Lamont Hill Resort, Inc. To pay
the District for providing water to its golf course. The original note
balance was $ 4,705, The term of the note is 35 years with principal and
interest paid annually in the amount of $ 372. The note bears interest at
a rate of 7.21%.

12
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RURAL WATER DISTRICT NC. 3
Osage Countity, Kansas

NOTES TO FINANCIAL STATEMENTS

{Continued)
Capital Assets
Capital Assets - Property, Plant and Equipment, together with annual
depreciation rates, consisted of the follcwing:
Estimated December 31, December 31,
Useful Lives 2013 Adaitions Retirements 2014
Capital assets
Land 8 10,556 3 - 5 - $ 10,556
Meters and distribution
lines 10 - 40 yrs 657,458 - - 657,459
Buildings 15 - 56 yrs 1,904,872 - - 1,904,872
Office Equipment 3 - 10 yrs 8,873 973 6,449 3,395
Plant Egquipment 5 - 15 yrs 58,760 29,768 - 88,528
Total capital assets 2,640,520 30,739 6,449 2,664,810

Less: accumulated
depreciation for:
Meters and distribution

lines 401,001 8,260 - 409, 261
Buildings 865,963 38,222 - 904,185
Cffice equipment B,733 394 6,449 2,678
Plant equipment 36,080 5,445 - 41,525

1,311,777 52,321 6,449 1,357,649

Long-Term Debt

Leng-term debit consists of the following:

buring September 2012, the District issued $ 590,000 of Water Utility System
Revenue Bonds, Series 2012, dated October 1, 2012 to refund the Kansas Rural
Water Finance Buthority Refunding Revenue Bonds, Series A, 2005 and the Kansas
Department of Health and Environment (KDHE) loan. The bonds were dated
October 1, 2012, the refunding was undertaken to take advantage of lower
interest rates. Net revenue produced from the District’s system was pledged
as collateral against the bonds. The new bonds bear interest at rates ranging
from 1.55% to 1.85%, including principal payments from $ 80,000 to $ 906,000
with $ 5,000 due March 1, 2020, the maturity date.

13




RURAL WATER DISTRICT NO. 3
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
(Continued}

5 - Long-Term Debt (Continued)

Annual debt service requirements to maturity for the bonds are as folliows:

Year Ending

December 31 Principal Interest Total Due
2015 $ 80,000 $ 6,142 $ 86,142
2016 80,000 5,143 85,143
2017 85,000 4,083 89,083
2018 85,000 2,765 87,765
2019 90,000 1,341 91,341
2020 5,000 46 5,046

$_ 425,000 5 19,520 $ 444,520

The following is a detailed listing ¢f the District’s long-term debt:

Date Criginal Interest
Debt Issue Essued Amount Rates
Revenue bonds, Series
2012 10-01-12 590,000 1.55 to 1.85%

14




RURAL WATER DISTRICT NO. 3
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
{Continued)

The following is a summary of changes in long-term debt for the year ended
December 31, 2014:

Beginning Additions Reductions mnding
Principal to of Principal
Debt Issue Outstanding Principal Principal OQutstanding

Revenue bonds, Series
2012 5_510.000 s - $ 85,000 S 425,000

$ 510,000 $ - $_ 85,000 $_425,000

Less: deferred charge
on refunding 7,857

417,143
Less: current maturities 80,000

$_337,143

Risk Management

The District is exposed to various risks of loss related to torts; theft of,
damage to and destruction of assels; business interruptions; errors and
omissions; employee injuries and illnesses; natural disaster; and employee
accident benefits. Commercial insurance coverage is purchased for claims
arising from such matters. Settled claims have not exceeded this commercial
coverage in any of the three preceding years. There have not been significant
reductions in coverage from prior years.

Adequacy of Rates Charged Customers for Services

The District is reguired to produce revenues sufficient to pay the cost of the
operation and maintenance of the system; pay the principal of and interest on-
the Bonds when they become due and enable the District to have in each fiscal
year net revenues, in an amount that will not be less than 125% of the debt
service requirements. During 2014, this amount was met at 126.7%. At
December 31, 2014, the District was serving 444 customers.

15



RURAT, WATER DISTRICT NO. 3
Osage County, EKansas

NOTES TO FINANCIAL STATEMENTS
{Continued)

Tax Covenants

The Chairman and Secretary have executed the Federal Tax Certificate in an
approved form in order to ensure that the interest on the Series 2012 Bonds
will remain excluded from federal gross income.

Subseguent Events

Management has reviewed subsequent events through January 27, 2015.

16
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RURAL WATER DISTRICT NO. 3
Osage County, Kansas

INSURANCE COVERAGE
December 31, 2014

The District’s insurance policy is provided by EMC Insurance Companies, with a
premium of $ 15,341 and covers the period June 20, 2014 to June 20, 2015, it provides
the following coverage:

Building and personal property
{(Deductible $1,000, earthquake

deductible of 10% applies) 5 4,328,500
General liability 500,000
Products completed operations

aggregate limit 1,000,000
Personal and advertising injury limit 500/500, 000
Damage to premises rented 100,000
Medicai expense iimit 5,000
Public officials liability each wrongful

act (Deductible $ 1,000 per claim) 1,000,000/1,000,000
Auto liability (non-owned vehicles) 1,000,000
Employee theft - per loss 100,000

{Deductible $ 1,000 per occurrence)

Commercial excess liability 1,000,000/1,000,000
Worker’s compensation Statutory
Enployer’s liability 500, 000

17




